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Corporate Tax Integration and Tax Reform

Summary

January OX GHamt,chl8,e n ma ar of t hCeo nfneintatteee ,F iannannocuen ¢ e
ns for a tax reform that would explore corpor
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the sale dficaerapdmagtl eyq n & snut delsr naast iaolnlaolc at i on of
estment across countries, reptagrowtt i@eh tofe pr o
ted States and into tax havens, and inversion
a foreign country) have become 1issues in any
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se estimates suggest tled twekelmporate dndtdenoor
e sarmeenten favorable ,t rfeoart meenvtel ravarflg ecrroe raspshocarmraset. i aih s
portabteecnefifsisten x p r eMoerreeonvceers, onl ysi &J. §uaifst ¢ msof s
d akmble individuals ;e xtchmep tr eanmmade mldaarpgtei Ipye hteai xd n b 3
retirement ,arcd ofummdidg moommpabfyten individual
idends amdecdpweal thanmnnordinary rates.

Ho we ver, effeactova idfdscartr,amawva K hdlipmtangible assets
ructuresDdetastd faedoablhei © olbdp tonlhoantces rapng roa ts e

t more so in the corporate sector, so that the
ss heavily than whne nt hbeo tnho ndceobrtp oarmadhee gsueicttyo ra r e
stortion bet vntamcsed d teta gahn dwvmetghuointeyg a tfiowe dteabx r at
namcenanwhdedeecs,) faaresnaddSfep@enagt oclhkaildesatdron
apit oln gapopceka r tboe cbacu sseémaoctfl rlad w s .
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re pouwttléa nesals approaches towawltd gadddons WatlH i
vidends and Omet appeadacdhr wiomgsd. tax on a partmner
come to shareholders an(r eudsiitnsg ftohre wibtehnh etlod wtiat
ovided to scshadohblHdbes madddtnaexaneemmpuoendaldl ¢ orei gnr
ar e hA lddiefrfse.r ent full integration approach woul
thel Aitrlm didavewoad dt he lahdrabodWmpotfemg ordinar
tes and taxing not only dividends and realized
r ksihnagr e s t o (imamakeektma p kPeatrgtsi al i ntegration focusce
d couledi tpiddowiiddleend deduction by the firm (with
dividend excludDionllowihg ihdarceksotdedeductions
mbined with most proposals.
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integration proposal

Corporatga atdaoni wtas the fstausy dfs sdiehda ji ms t1OORa s ur y
recommended approaches to integration that gener
sharehowhhet el ee¢hining t aixnecsl nadtixmtghediconr gendse 1 e
for shaOevehol dhesxyegesarosn, sharehol der s htaavxee db ecactn r e «
ordinary rBtRedf oumd AcPt bd 1YUDB oSpped at ,2&%rien 1990
revised itmxt?8%%tmuodi®0% n 20 @r3e, s itdheent proposed a

excldtoronhar ethoonlgdteersssd ilmwered tax rates on divid
taxed historicalldy catpidmdi ganysratv@ihsa Mh*kI mum
provisions, along with the2@d0AMteraxomet &§ it was e o4
20bh agreementr ovaasi m cttalxhtellsiwande nds abatcapital

1See Kaustuv Basu, Stephen K. Cooper, and Kat Lucero, “Hat c

I nt e g rTaxtNotesdanuary 25, 2016, pp. 3990.

2U.S. Congress, Senate Committee on Finaméegrating the Corporate and Individual Tax Sysge The Dividends
Paid Deduction Consideretiearing, 114 Cong., 29 sess., May 17, 2016, attp://www.finance.senate.ghgarings/
integratingthe-corporateandindividuattax-systemshe-dividendspaid-deductionconsideredU.S. Congress, Senate
Committee on Financ®ebt versus Equity: Corporate Integration Consideratjdrearing, 114 Cong., 29 sess.May
24, 2016, ahttp://www.finance.senate.gov/hearings/debitsusequity-corporateintegrationconsiderations

3 United States Senate Committen FinanceThe Business Income Tax Bipartisan Tax Working Group Regiort
http://www.finance.senate.ganlo/mediatioc/
The%20Business%20Income%20Bipartisan%20Tax%20Working%20Group%20Report.pdf

4U.S. Department of Treasunptegration of The Individual and Corporate Tax Systabfstps://www.treasury.gov/
resourcecenterfax-policy/DocumentdReportintegration1992.pdf

5 For a history of capital gains taxation, €&2®S Reporf6-769,Capital Gains Taxes: An Overviewy Jane G.
Gravelle

6 For a history of dividend taxation, SERS Report R43418he Taxation of Dividend®ackground and Overvigw
by Jane G. Gravelle and Molly F. Sherlock
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tatxhese ambpghteomeds R @%Wealds ti onally, i Anf f200r1d0a,b laes p a
Care PAEt-148 hs a meannd eadd)d it tavixosn ail mpPiomSweds tome nt 1 nc 0 me

including dividendsi mcnodmec atpaixtpaaly egrasi.ns, of hi gh
Several &actompothahnt 1 nhawenscihdamgend ipm otphoes aa Ismo
since the h99Udestfuwudm the 1 owerays HOmree ndl dchre stea Xfeas
is the increased importancef dbfwvmsi hgvleslh anle net so mammdy
activities in mangheooaaespiethle Thasaae efoihrmmsit and
profits are-lefvtdcttchdhmb yslhdavreelhAotlsadxeerksn d ge t hat t he
fraction of shareholders who are not subject to
currently only aboutofa fiuthms tcitrsmef edotpobatewntdc
shareholsdibject to U. S. individézbmpaxesd o0 dbou
half at the .finfidamatfihoetn heex psetcutdayhph @8 s@f diewfl i mteidg n
affecting vari dunatlgiyag wtdheea ot gloxfi trtialtee si. mpor t ance o
intangibheaet afsaseamseack and are more defnfiencatn tt hien t he
relative treatment of the corporate and noncorpo
Tk next sect,i@Ohr ppor athee TablpdBrtf Car &xpiétaliea w

differential effects of the current ospystem of ta
“Met hods of Addressing8Coltpaorcateh@axabDiouer opono:
corporate tax 1integratricosm. rdedveeinmueesmmbe mfi ngeesrand on
conceasmneciated with®Rearnaes,Cdbpee oMdniinttoyma t i

and Compd s, Wan&Ed i c iaenndc yYOt her EcoMHomic Objectives

Corporate TaxUmefrf eGwernrte mtl sL av

This section considers the currentThter efaitrnsetn tp aorft
of this section explains how the current system
ma gins, mnot only by s¢tbpoasoet fonmtbéd prasacec b
The next section provides estimates of the effec
produces, in preparationtfet sfibseguenoyl gadnscauf
discussed in the following section.

How the Corporate Tax Priowencleasx DRaftfee r e

Several el ements of tchoen sU.dSe.r eidn cionmea rtanlsxy zsichisogu 1t dh eb

t a xtehseor porand vwamxious 1 Th eecglecanticimotnls uodpet ithoonws .t he s y s
potentially taxes income from corporate invest me
noncorporate investments, the effechtow fdetbatx ipsr e f
treated, and the treatment of foreign source 1inc

The Cor fDoruabtilea x

The United“cStuscos plbaatae tax system, modi fied by
and capital tgaaxignbsh ¢ iCtosb paetd ttfeora | arge® corporatio

See Steven M. Rosenthal and Lydia S. AustidaxNotéeBhe Dwindl i n
May 16, 2016, pp.92934, athttp://www.taxpolicycenter.orgublicationsdwindling-taxableshareus-corporatestock/

full. A similar share of dividends is estimated using data from the Internal Revenue Service dIR®)Mational

Income and Product accountsGRS Report R4424Zhe Effect of BasBroadening Measures on Labor Supply and

Investment: Considerations for Tax Refptiy Jane G. Gravelle and Donald J. Maspl

8 The corporate tax rate is graduated so that small corporations pay at a lower rate.
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matya xd iprtafiibtusst easafdiewvi dend&dher retain
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S. Taxabl e Sharehol der s

dividuals pay taxes on dividends aShadme i f t
in is deferred and sometimes mnever taxed a
erefore, overatldxaedtmdme dl eghtmli nBsbaowsdi stri
me c oirnpcoormaet ei s t axed twice, this treatment 1s 1

h e
t

m*—f(]qi—1

is sygepshesto mE whmtt he c¢1 as ¢ arxaatle ss yosnt edn viind et nhdast a
iamrse rl otvhea n o rTdaixnpaaryye rrsa twist.h ordinary rates of
vidends or capital gains,; xpayers with ordi
te; taxpayed39. 6% ¢(wWwetho$pPdo Othm€or mongloef ta
turns and $450, pa0% AL A€Congr roenal nBRePs ear ch S
udy estimates that the ave tax rate at th
alized capiHall fg a0lifn gcaaipms st I m.a not to be subj
c atuhsee gmpearsss ed qgqandtt desatthhe e f fWecitgihvtei ntga xt hrea t e
wtoa X brya itelset i matedares results in an overall 1ind
averagifig 11.6%.
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The 6044 li.s not the additional tax, sinceAst 1is app
will be discussed subsequweenotrlpyo r attheiwh arsaht rex dsehioeusl d
by 1invsesitfmecnar porate3 pofihe awddieettanxazld @naax woul
(-D. 305r) 7. 6 %.

This calculation doesnmoesttmaontltudaathed3b§ %t hex Ab
Based on estimates that about 56% of dtvidends a
to tifeh¢ axdditional %Afteratamtwouaulkdihteghewirtaht ea 359

°Steven M. Rosenthal and Lydia S. Austin, TaXINotesM@ywi ndling Ta
16, 2016, pp.92334, athttp://www.taxpolicycenter.orglblicationsdwindling-taxableshareus-corporatestockfull .

10 CRS Report R44247Zhe Hfect of BaseBroadening Measures on Labor Supply and Investment: Considerations for
Tax Reformby Jane G. Gravelle and Donald J. Marples

11 SeeCRS Report R4424Z he Effect of BasBroadening Measuresn Labor Supply and Investment: Considerations
for Tax Reformby Jane G. Gravelle and Donald J. Marplesassumptions and sources. Dividends are estimated to
be 4% out of a 7% real return.

12 This estimate is based on tax returns with $200,000 oe maadjusted gross income accounting for 61% of

Congressional Research Service 3



Corporate Tax Integration and Tax Reform

woul d4%bTeh el .c o mb e meadregi nal tax rates for dividends

1 8% andé%.17.
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surance assets in aa@afuities and whole 11fe

oreign Sharehol ders
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Il becausexéempos hekgaflpopr,mt,axs uch as pensions,

ndowment funds oodr ufndwrd@tidtoaelsl ,a npde ncsoilolnesg easn
rement accounts are 37% of tihse Iltartgell,y nonpr o

ei gn s h ahroel hdo Ipdoerrtsfdtl Biaot fsihramse sa cocfount for 26 %
study of the distribution of shares did not

Baseldnbvparnal RelvRBata SEowvizelll, the average with
was 3¥Cawital gains are not taxedateoids H&s oivmatntd

ely beOft atxh ee xdaimvyditd elnedsss pt han 3% could be
porate recipients may mnot be subject to tax
diotrpiorateecedivei & t%s whfi cdhi viindcelnuddse b ot h

D < 0= KOO0

siness or individual ownership, oExempn r et

—0q o h® =0 A —
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%F.hat share seuxgegmepstt ss htahracth othadxe f er ma B h ot a2 0 %

qualified dividends. This number is too high because the tax applies to amounts over $250,000 for joint returns, which
are likely to account for most of the highiacome returns. The 56% number was estichaetaking proportional

shares of the $100,000 to $200,000 (1/2) and the $200,000 to $500,000 class (1/6), averaging them, and reducing the
share by that amount. Data are from Internal Revenue Service, Statistics of Income, Talblgga1/atvw.irs.gov/
uachkoitax-statsindividual-statisticaltablesby-size-of-adjusteegrossincome

13Tax is deferred on income from annuities, thainispme will eventually be taxed when the annuity is paid. Inside
buildup on whole life insurance is also deferred and exempt if paid as a death benefit.

14 Based on datim Scott Luttrell,“Foreign Recipients of U.S. Income, 201%$tatistics of IncomBulletin (winter
2015, 60% of dividends are exempt and of the remainder the average withholding tax is 14.5%heTbwsrall
effective rate is 5.9%. Postedrdtps://www.irs.govpub/irs-soi/soia-init-id1501.pdf

15 For a summary of tax rates in other countries Reggert Carroll and Gerald Pranteorporate Dividend and Capital
Gains Taxation: A Comparison of the United States to Other Developed Nations, Prepared for theféilBacegs
and Investment, Ernst & Young LLP, February 201t //www.theasi.orgssets/
EY_ASI_Dividend_and_Capital_Gainkternational_Comparison_Report_2602203.pdf
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taxes and the 2.9& ™Mhdiopteonaaf odngdanw
re Sincome from capital can be separated
$250, 000 ($200,000 for a single person

%Active income of partnerships and Subchapter

asshats mus:t distribute moEHhesamcdimet it iob wthiaamrsh odrde 1

i ncome dtmd atraexheol ders ®at ordinary rates.

The dif fiet anbebtuwedeenn i mwa s toirfipigrrnatacmd a cor porate
depends on tthhee itnaabi driawthieatichfe r t he corporate 1inves:
taxable owea«eallptt pi soraltsaox affected by whether the
a form subjttaxr o theedt ®é&nt 1 ncome

The overall aatewtacgreyn oma tga fpifacdmss ¢i s 2% %t i Ghad¢ eal lat
the adidid&%otnaxd o nprhabgehb It yp vandhtssr ae nmalgien p ol Wt

28% FPate

16 Based orBcott Luttrell,“Foreign Recipients of U.S. Income, 201%tatistics of Income Bulletiwinter 2015, at
https://www.irs.g@/pubirs-soi/sota-init-id1501. pdf

17 SeeCRS Report R43104 Brief Overview of Business Types and Their Tax TreafingMark P. Keightleyor
additional information.

18 SeeCRS Report R4442Real Estate Investment Trusts (REITs) and the Foreign Investment in Real Property Tax
Act (FIRPTA): Overview and Recent Tax Revisitiyslane G. Gravelléor additional information.

19The uncertainty in the estimate derives from the uncertainty about the share of income of proprietorships,
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Congressional EBudmat e®©f fi ce
A 2014 Congress i €&BOD voBfy degfefte cGkfifviecemar gi nal tax r

estimated shares of s t*%Tchkeh oIt dieddytshea sttt aiSsrilead2 e no f2 0 0 7
investment in stock is 1in taxable account s, wi t h
remaindexempbtadc&s.

As discussed above, the recent estimates by Rose
(about a quarter) of ¢ or plohr€aBtOe essttdoickef tehres] fdr ol nm  tt haex
RosenthaleamidmAued i nharaesso nfsor Moe € Bi@mptoirmatneg sl y, t
are designed to determine the tax rate on the ma
account dnddswdalluad RetliRtdesmdn@ A kotu nwaxif mam t he

would not imeGBh@st nthedense individuals were no 1o
additional BsServactobBdieiars utrlees al so focused on t h
domestic ownership, as mno shares of foreign stoc
In addeet CBDdypt esti rhaitgchderglhmghtat s on dividends (
capital gaimondqd@rlipn@&r¥émee o BaBnCRtB)ee st i mat es

Tax Pr edaentrde nEcfef ecti ve Tax Rates

In determining the ef fnedcdiegaifi ntghd ntwgirmded 94 D nt Px 0P X
important 1issue 1s that of tax preferences: prov
t hahe staflutory rate.

Theosnmtmportant tax pref e rdeonmrees ntvheastt mefafte cdtss abcwred een
degpaiation, which allows deduchtaino niss fjours tciofsitesd tboy
economic decline Whetnhe dadweos bdasmbhe@®mr dmisc t

depreciation, thgequalffttettihel ttaxhanakmydtsaae ohteth
subsidies. When costs arcesdce bductiend eisthmeedita tienl yi,n t

partnerships, and Subchapter S firms that represents labor income and capital income. Data from the IRS indicate that
total proprietorship, partnérp, and Subchapter S income are respectively $205.8 billion, $325.8 billion, and $302.1
billion for 2013 (line counts from Schedule E and 1040 total line 12, from Individual Income Tax Returns Line Item
Estimates, 2013, &ttps://www.irs.govpubirs-soi/l3inlinecount.pdf. Schedule E data also indicate that 81.3% of
partnership income and 90.0% of Subchapter S income are active and not subject to the tax. A CRS study indicates that
86.5%o0f partnership, 88% of Subchapter S, and 25.9% of proprietorship income had adjusted gross income over
$250,000 (se€RS Report R4235%ho Earns Pas3hrough Business Income? An Analysis of IndividualRetarn

Data, by Mark P. Keightle). Allowing only passive income above the limits for partnership and Subchapter S income
indicates an average additional investment tax of 0.61% and 0.33%, respectively. For proprietorships applying a 2.9%
tax to 74.1% ad a 3.8% tax to 25.9% results in a 3.13% tax for proprietorships. If full incomes were weighted, the
average would be 1.42%. However, a much larger share of proprietorship income likely is labor income. At the other
extreme, i f onl ycomeis%apitafincgme ang alliofqpartoershig and Subchapter S income is, the

tax would be 0.77%. The 28% rate is smaller than the 33.1% rate estimated by the Congressional Budget Office (CBO).
See CBQTaxing Capital Income: Effective Marginal Tax Ratesder 2014 Law and Selected Policy Options

December 2014t https://www.cbo.gowgitesfiefaultfiles/113thcongress20132014feportsA9817
Taxing_Capital_Income_0.pdf

20 CBO, Taxing Capital Income: Effective Marginal Tax Rates Under 2014 Law and Selected Policy Options

December 2014, &ttps://www.cbo.gowitesfiefaultfiles/113thcongress20132014feportsA9817
Taxing_Capital_Income_0.pdf

21 Other CRS reports that relate to these topics indiRIS Report R4343Bonus Depreciation: Economic and

Budgetary Issugedy Jane G. Gravell€RS Report R41988he Section 199 Production Activities Deduction:

Background and Analysiby Molly F. Sherlockard CRS Report R44522 Patent/Innovation Box as a Tax Incentive

for Domestic Research and DevelopmégtJane G. Gravell@he last report compares the effects to the research

credit.
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nd @gasceilserlmitghdl,y making mining invest:
f 1invest neenptrse coitahteiro nt hiasn siingtnai nfg icbalnet sl ..

atutesy bottuless so on structures. Res i
ome forms of nonresidential st rTuhcet ures,

naefémporeny basis 1is bonus depreciation,

o be phased

her important tax provision is the productio
% of taxable income for profits associated

lhleygrcehs eaand experimentation credit, which

Anotihmeproftatnture that axedutcthes ta fefaetoneinte otf for ei gn
incopwhei ch will be( sdflasscaitsmendt befl ofvotT. e i gn Source

Treat ment of Debt Finance

If firms borrow to f i1 sndaendcued tiendvdeesd uncetnitosn o fh ei ni tnet re
beyond eliminating the corporate tax on profits
which profit is effectiwhilch tiamteedr eisst lioswed e d thaatne
preferencesToand pilmfilna t icoom.s i der t Haft trheei tilmetre reefs t:

radgme borrowed Sffaneay firm can earn a 5% return
corporate pewnfct btyothaeg uddehdeu citsie xmp e fnaSrar pipnotseer,e shto we v e
that because of special wawdhbenmtedtiatsot her atfd eicg i
firm will have a tax savings of 0035 times

or 1.25%. This negative tax at the firm |level
less than 5% and still be able to cover interest
The negative tax rate at the firmofevaflatnidabt
Tax depreciation rules generally are benefi
subsidy in addition), but nominal intetrlkisg
exampl e, supposcattcheafe 2% alnong fwiatth otnha effecti
Keeping the real interest rate the sapmeus t he
the inflation rate) The t4X%beheFdtt ofies n7 %)y est
Intdmeptmencl uding the inflationspenbijentofothaxr
creditors, but the tax rates aréct otdaext poremte aning
resul't is likely to be s matlax omatdbdi%hn wetb.
corporgta dtogk fractiexmpeaft stdibad to cibheatom eti asxs.n m o t
studfy t he distrsiibmitliaom tod tilne egtel d yoenvifeyr ¢lor % oorfa t e
interest firmtmbmsappedss on indiThiiduanle atsaix er edtowsn s

22 For a further discussion of bonus depreciation,GRR€ Report 9§69, Capital Gains Taxes: An Overvigly Jane
G. Gravelle

23 SeeCRS Report R44242he Effect of Bas8roadening Measures on Labor Supply and Investment: Considerations
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0.19 times 24%)

for Tax Reformby Jane G. Gravelle and Donald J. Marplessources of data on share taxable and tax rates.

24 The most recent reconciliation study was Mark Ledbéet@omparison of BEA Estimates of Personal Income and
IRS Estimates of Adjusted Gross Income, New Estimates for 2005, Revised Estimates fosan@d; of Current
BusinessNovember 2007at https://www.bea.gowcbpdf200711%20Novembet/107_pi_agi.pdf

25This study excluded foreign shares and tried to estimate the distribution at the margin, which would reflect limits on
contributions to retirement accounts. It dividedr&s into exempt, deferred, and taxable. For corporate equity, it
estimated 57.2% fully taxable, 3.9% deferred, and 38.9% nontaxable. For corporate debt, it estimated 52.3% taxable,
14.9% deferred, and 32.8% nontaxable. For-plagaigh debt, it estimatetb.3% taxable, 10% deferred, and 13.6%
exempt. See CBO, Taxing Capital Income: Effective Marginal Tax Rates Under 2014 Law and Selected Policy
Options, ahttps://www.cbo.gowitesfiefaultfiles/113thcongress20132014feportsA9817

Taxing_Capital_Income_0.pdf

26 See Joint Committee on Taxatiddyerview of the Tax Treatment of Corporate Debt and Eqi@)-45-16, May

20, 2016:This analysis cannot be used to compare to the corporate distribution data already presantsit does

not separately identify the part of household and nonprofit stizatis nontaxable either as an IRA or holding of a
nonprofit organizationdoes not determine ownership of mutual funds (regulated investment companies), and does not
separate portfolio from related company foreign interest holdings. Also, the debt is limited to bonds, includes foreign
bonds held by individuals, and excludes corpolmrrowing through trade credit, mortgages, and bank loans. Bonds
account for about half the value of credit market instrumentsi-i8eeof Funds Accounts;ederal Reserve Statistical
Release, Z.1TableB.100 Balance Sheet of Households and Nonpi©fjanizationsMarch 8, 2012,
http://www.federalreserve.gaelease2/1/201203081r-5.pdf. With those limitations in mind, however, the Joint
Committee reported that only 2&bof bonds are held directly by the households and nonprofit sector, whereas 37.3%
of corporate equities are held by this sector. It found 26% of bonds held by foreigners and only 16% of equities.

270nly 1.5% of interest is subject to withholding andtiperate is 14.4%or an effective overall withholding tax rate

of 0.2%. For these data and data on recipients, see Scott LtittFelb, r ¢ i gn Re ci pi e nt Statistids U. S.

of Income Bulletifwinter 2015, 60% of dividends are exempt and of the remainder the average withholding tax is
14.5%. Thus the overall effective rate is 5.9%. Posté&ttas://www.irs.govypubirs-soi/sora-init-id1501. pdf

28 According to IRS data6.2% of interest is reported on returns with over $200,000 in incAdjestingto the

$250,000 by the same impwlation as for dividends indicates a share of 51.6%, indicating an effective rate of 2%. The
combined 2% tax rate on interest is smaller than the CBO estimate of 27%BS&€eTaxing Capital Income:

Effective Marginal Tax Rates Under 2014 Law and Selected Policy Ofliensmber 2014, &ttps://www.cbo.gov/
sitesflefaultfiles/113thcongress20132014feportsA9817Taxing_Capital_Income_0.pdf
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Corporate Tax Integration and Tax Reform

Treatment of Foreign Source Income

The growth in the i1importance of foreign source i
integration 1iwithewdd ddhadmmavre2nddGiiinx tchhBhrege s .

U. S. ccdepeldat ax 1is largely imposed on a source U
jurisdiction where tael cawetri vcioryp otraaktees tpalxa cge n €lrthau
equity (althougfiimanceddes naesktmedebtin the Unite
foreign countries. The shareholder and creditor
apply essgarfdlwhere the invetshpemempods aks lbhat ecder ds
recommended in 1992, which largely relieved tax
the corpmrght bevkEetss efficient tdo deavye n tTthal llyo wer
enacted oaml sdauvlidd emnodts affect the Il ocation choices
The corporate taxbaissedndttaxhlmaolclay lay, sotre¢e 1 mposed
income. Effectively, h o wervceer ,i nlciotmel ed utea xt oi sd epfaeird
foreign ?tlanxc ocnree deiatrsn.ed by foreign subsidiaries i
repatriated (paidpasd&®BedawvideadftacthenUofS profi
permanentl y ( aesntp)l,a nsto men ds heaqruei pof t hi s i ncome 1 s
dividends (agwhikthamalk pgrxfeidt currently) are el i gi
liability for taxes paid to foreigmxgoewaurntmeint s .
can be used to offsettaxU.co.unttarxi elsi,a btihlei teyf ffercom vleo
In addition to suggesting relief be provided at
level, global consideratioonsgemadi e ricumnmmleerrtswmtr cies d
some 1integration approaches. Should relief be gr
that 1is defehbhrceff? ashedl d o shareholders where U. S
credit?

EstimatéséseoénbDial Ef fective Tax Rates

One objective of corporate tax integration is to
treatlthhamt section examines the magnitude of the
and other elemebhymeotfi mhei ngxeffective tax rates
sets of ratenoficoripppwepsttemetnet sa nadr ¢ p rfeisneanntceedd: t h o
investment ,-fitthomsmee d oirn desdtt ment , and thwse. with ¢
These discussions are followedebpiama barafngss amng
capital gains realizations.

Equity Investments

Tablperovides estimates of the effective tax rate:
noncoripnovreastfelme ¢ . e st i mates reflect thhomebaie of
investments in equipmastpTthsetsreu crtautreess ,s haonvd tihnet asncg

%See Melissa Costa and Jennifer Gr a edidelaxRate$andI[ScatioMul tinati o:
Decisions,” Proceedings o%Conference, R0Q, &ttp:Mnewviv.ntahet.argmages/ oci at i on 10
storiespdf/proceedingd/0/13.pdf.

30 Some easily abused income, referred to as Subpart F income, is currently taxed.

31 The estimates use a discounted cash flow analysis that compares the pretax return required to yield a-gixen after
return, taking into account the rate of recovery of costs and credits. Theaafteturn is the same for all asset types in
a sectorand the required pretax returns vary. The effective tax rate is the pretax return minus-tae aftern,
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preferences 1in

thes cwehlendas baasfihessenscygs tleant, wae n

noncoripnovreastteme aps ef 8r ences viatr yc aanc rboes smiasslseeatdsi,n g
compamteiie over awkli ghaxdr dtyes he 32 omposition of ass

Table 1. Effective Tax Rates on Equity Investments

(in percentages)

Corporate Noncorporate :
Corporate Corporat Total : CBO Noncorporat CBO
Asset Type Firm e Total Assumptions e Assumptions

Equipment 23.6 261 26.5 18.8 22.8
Public Utility 24.9 27.3 27.7 19.8 23.6
Structures

Other Nonresidential 30.8 330 33.3 25.0 29.7
Structures

Residential Structures 28.2 30.5 30.9 22.6 26.9
Intangibles

R&D Intangibles -63.3 -57.9 -57.1 -652 -66.1
Advertising Intangibles 0.0 33 38 0.0 0.0
Other Intangibles 0.0 33 3.8 0.0 0.0
Total 19.7 224 236 211 25.6

Sources: Congressional Research Ser\i@RS) SeeCRS Report R44247 he Effecvf Basdroadening

Measures on Labor Supply and Investment: Considerations for Ty Referé. Gravelle and Donald J. Marples
for method of computatiorandassumptionsThe estimates in that report do not reflect the 3.8% tax on

investment incomgthe foreign withholding taxgr the research tax creditwhich are incorporated here. See

also for estimates of firaevel effective tax rates by disaggregated asset type in the case of equipment and other
nonresidential structures, although the filevd noncorporateestimates would be higher by up to a percentage
point due to the 3.8% tax on investment inconTédne corporate statutory rate used is 34.14% to reflect the
production activities deductiorAlternative estimates usirgongressional Budget Gfé (CBO) shares of taxable
stocks and tax rates, discussed in text, reflect somewhat higher tax rates on dividends (18.4% rather than 16.4%),
capital gains (21.2% rather than 17.1%), and noncorporate investment (33.1% rather tharof%gxable

sharesof stock are 25% in the basic case and 57.2% under the CBO assumiptiensther assumptions and
underlying data include a corporate aftaix real discount rate of 7% and an inflation rate of 2%, used in all
simulations(These assumptiadiffer slighly from the CBO assumptions of 5.8% and 2.4%, although effective

tax rates are almost insensitive to the real discount raféhe share of earnings paid in dividends and the share

of capital gaineealized, as well as economic and tax depreciation ralesthe same and are documented in

CRS Report R44242.

Notes: These calculations do not include inventory, largely because the effective tax rate has a negligible effect
on the cost of capital, which drives investment choice. Returns to inventories agel &ixor above the statutory
rate, depending on the method of inventory accountiRgD = Research and development.

e ar e t wo

divided by the pretax return.

measures of the ¢ fitfheec teifvfee cttaixv er attae

er
te at tvhhei cfh rdmolelusel encoltta xiensc on( A)fhaer ¢ balade co,r pomr d
te thaftitdoweaslt e Thare rebgegmuanti ntast i dencails icoomrsp or at

.Parent ed -paanrde nftoerde)i gambout whd Shatre hbddaetre tiaxess
id regardless offheohfecvoabpooraetsmail s wvesthow how

32\When combining assets to produce a total, the method is to multiply each pretax return by its share ofithe capita
stock to find an overall pretax return, which will indicate the overall tax share in the composite investment.
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33 The negative rate for the investmentésearch and developmeR&D) intangibles is due to the R&D credit and,

unlike other tax rates, is quite sensitive to the real discount rate: low discount rateg pigwiticantly larger negative

rates. For example, at 58#aldiscount rate the firm level tax i899%. Negative effetive tax rates appear large because
the effective tax rate is measured with theasereturn in the denominatandas this return becomes very small the
negative tax rate becomes very large. An alternative way to think about these tax rates is htve prathx return at

no tax is reduceby the credit The pretax return can be expressed as-f/({&here R is the after tax return and t is the
effective taxrate. So a99%% rate means the pretax returrmpproximatelyhalf the after tax retur(becaus tis a

negative rate, the denominator is 1.99), a reduction of approximately 50% while a negative 63.3% rate reduces the
pretax return to 60% of the after tax return, which is a reduction of 40%. The absolute reductions are quite similar with
a larger rduction for the higher discount rate: 2.7 percentage points for a 7% discount rate and 2.5 percentage points
for a 5% discount rate.

34 The incentive effects of Section 179, which allows expensing of a certain dollar amount of equipment investment,
with the dollar cap phaseaut provisions provides a 0% firm level tax rate when under the dollar cap, increases tax
burdens during the phaseit range, and then has no effect. The graduated rate structure is also phased out, providing
the same types of reduct®rincreases, and no effects. The great majority of corporate output is produced by large
firms subject to the 35% rate.

35 Jennifer Gravelleywho Will Benefit from a Territorial Tax? Characteristics of Multinational Firfdsoceedings of
the National TaXAssociation 108 Conference, 2012, &ttp://www.ntanet.orgimagessétoriespdf/iproceedings/2/
15 gravelle.pdf

%Melissa Costa and Jenninfieci oGrmdv Clolk ¢,0r 4 TlaxdamRevicwle r a ge Ta x
vol. 65, issue 3 (spring 2012), pp. 3914.
37 The estimates iffable 1 are designed to cape the marginal effect on a new investment, while the effective tax rate

on foreign source income is measured as taxes divided by profits. Theory suggests that the average effective tax rate
would be higher than the marginal effective rate, at least#sured in a steady state, because the time value of
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deductions is not fully captured. According to estimateSRS Report R41743nternational Corporate Tax Rate
Comparisons and Policy Implicationsy ;lne G. Gravelleaverage tax rates were 23%, 27%, and 30%, depending on
the source. Taking the middle estimate, the marginal tax rate estimated here is only 70% of the total, whereas the
marginal tax rate reported in that study included inventories asdegtimated at 22%, indicating marginal effective

tax rates at about 80% of the total. If the same ratio held for foreign investment, the effective rate would be 12% to
14%.

38 Total corporate profits for 2014 were $2,072.9 billion, and income from dimeestment abroad was $449 billion,
so foreign source income is 21.7% of the side of domestic corporate profits. Total profits NIPA, Table 1.12,
http:/Avww.bea.goviTablefTable.cfmReqlD=0& step #reqid9&step=1 &isuri=1&903=53; Foreign earnings are at
International Accounts, U.S. Direct Investment Abrdatth://www.bea.govlableiTable.cfmReqID=22& step=
1#reqid=2&step=10&isuri=1&202=1&203=27&204-99&205=1,2&200-1&201-1&20749&208-2&209=2.

39 Because portfolio holdings were 26% of corporate stock of U.S. firms, direct holdings of foreign parent corporations
was 20% (0.26 times 0.79). If Kusd is denoted as the domestic stock of U.S. firms, Kusf as the stock of foreign
investments of U.S. firmsnd Kfd as the domestic investment of foreign firms, then Kfd = .20 (Kusd +Kusf), and Kusf
= 0,22 (Kusd +Kfd), these two equations yield Kusf =0.272 Kusd. Therefore, for U.S. stockholders 21.2%
(.272/(1+.272)) of investment in corporate stocks are sutgdoteign tax rates.

40 SeeCRS Report R41743nternational Corporate Tax Rate Comparisons and Policy Implicatiopgane G.
Gravelle

41 The stock of intangible assets amount to 22% of the corpseater assets but only 5% of thencorporatesectois
assetsWhereasonresidential structures have the largest share in both sectors (32% in the corporate sector and 38% in
the noncorporatesector), residential structures account for 1% of corporatersassetanda third ofnoncorporate

assets. Equipment is more important in the corporate sector (a 30% share) trancthporatesector (19%). Public

utilities are largely confined to the corporate sector (15% compdtkd%). Discussions of busess activities and

estimates of capital stock by sector ar€RS Report R44247Fhe Effect of BasBroadening Measures on Labor

Supply and Investment: Considerations for Tax Refoyndane G. Gravelle drbonald J. Marples
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assecitnsghasbase case assumptionsatwhersachnseo s ubj ect
noncoripnovreasthemp mts srtaitveves using the CBO assumptions

The calculationse dtoamot a tomceelufipdiee dev hhioeubstiinyg a
separate sector and type of as s eotc.c ulphiee dC Bad usstiundgy
at3 %.

Table 2. Effective Tax Rates on Debt -Financed Investments
(in percentages)

Corporate
Total (%) Noncorporate
Corporate Corporat CBO Noncorporat CBO
Asset Type Firm e Total Assumptions e Assumptions
Equipment -388 -30.2 -112 -21.2 2.0
Public Utility -44.4 -35.4 -15.7 -24.1 -1.6
Structures
Other Nonresidential -275 -19.6 22 -12.9 9.8
Structures
Residential Structures -38.9 -30.3 -113 -20.1 21
Intangibles
R&D Intangibles -700L4 -6515 -542.1 -3711 -4204
Advertising Intangibles -87.1 -755 -500 -51.7 -30.3
Other Intangibles -87.1 -755 -500 -51.7 -30.3
Total -53.5 -44.0 -230 -20.6 24

Sources: Congressional Research Service. S&S Report R4424Zhe Effect of BaBeoadening Measures on
Labor Supply and Investment: Considerations for TaxbRéfmenG. Gravelle and Donald J. Marfdesnethod

of computation and assumptiorBhe estimates in that report do not reflect the 3.8% tax on investment incgome
the foreign withholding taxor the R&D credit which are incorporated hereAll estimates asume a nominal
interest rate of 7.5% and an inflation rate of 2%. For the corporate firm, the discount rate for determining the
pretax return is 7.5%*(D.3414)2%, and that pretax return is compared with the real interest rate of 5.5% for
firm level taxes For corporate total taxesthe after tax return for creditors under the assumptions outlined in
the text, which has 19% of interest income subjextax at a rate of 24%. For the CBO assumptions, the taxable
share is 52.3% and the rate is 27.4%. Fomtbecorporatesector the same assumptions about the tax rate of
the firmsare made as imable 1, the share of debt taxed and rates are tb@meas thecorporate sector under
one assumption. Under the CBO assumption the share of debt téaxele noncorporatesector is 76.3% and

the rate is 27.4%All estimates use a 7.5% nomiirgkrestrate and a 2% inflation rate. CHOestimates in their
study werebased on 6.8% and 2.4%tes The estimates arkargelyinsensitive to the real discount rate, although
not to the inflation rate.)

When tax rates star,t atso whficitorho mdboeebda ri gnev R&dgnactnit wse so r
ine s tsme h h e ynoadxinf fbiecult The i haegpreegati ve rates
effective tax rates are calculated assuming the
pretax return to vary. Tax r1ateAs ameed lhilecru,l at e d
when tax subsidies become very lacgastihg phet dxx
subsidy agtelne pprreteant return to become very large
the pretax return approaches zero.

An altwapwpaofvexpressing the effect of taxes (and
the tawhweldgeés the addition (6o nedbuetveonheimnefh
pretaxthaet uramsul ts from -t Loaeawt het overmeé¢dsdred 4&e
In the equid% amdei,n itthd.sdWbtTkasrecegspesdt3i% e tax Ww

Congressional Research Service 13



Corporate Tax Integration and Tax Reform

an-d4. 9 %.
equity
negative
for

Th

pr

The ax Trat

e st r a
d 1s t
t . Wi t
t hat t
unt s

b2ael s o
dadbi nance

= o B B 0
o -

0 o0 B3 o o —c
o B8 " o o

(0]

5 B
h e
f asse
dy.
I e

c—rmap—hop—hc—»_i O ® = e = e
® o =0 =5

T

1 nt

Ef fective

As the
t han
3provides

higher for
of the
debt
are

prec

a

advant

nainrcweas t ment

ays t ie a,

case, 35ah heedalatxs cwesdegbeys

ovide

reo38%BEbrisequity704vdotrmadetbtandvest ment
wad gesyar@€B®% 7a84d. 5 %.
lowered al moasWawtd o0

€ S

te 1S
hat t
hout

h e

s h o wsi ntalmacte odd ecilprovreastteme nt 1 s
compotatre vensad

d
ha

wthh e has sumptionsaxabarweleamsaendidl aor s-3 e
cor plo/r% tfeo osnetcht espeocraantde.
but
Themaldmeea f'swtiatshnnaCaBpOt ( 1 ar gel y

ts

erest

Ta x
eding

ar e nfoinrcmsrspeoartadtte,e

combiThedresat &bl
structures
CBOams swthhngo m ¢ o rspeocrtaotttse s s
significantly
1 o we rn otnhcaonrspeonrtabthee b e c a us e

age

(or
s. b e i fidierdeutdd i iszmmg it nhceo mmeo mi n a |
heiro nt)h arna tt h e

rel
ratesbarehmnchotowgqni fygy. de

Rates

imkaea eadax ss the required return t
when tax rates b
information about t he ma
Ext
t hat r

a n ¢

better

These
t he tax

wedges)

cate
equity

thet fitmal ecovetsénd
interest rate (
inter e sTta bidaetteh ¢ Imo mihnea Ic a s
and theoff 92 %I nTheest rate
e ar nwherstehaesd udesetciad e df dra cikn tbey
tfwon aenlceende ni tnsv,e stt hmee ntt a xworual tde
value of preferences such

number s indi
system for

for

real
7.5%
X on
hese
ative
tazed at a hi
olth att h @ sedqeuwbidtr yp ofriant ki
s mocloampward i snabscibdly. Intnlvakms t na = ¢
t ax
The difference
tsh es tsattauttuotroyr yr attaex, rtahtee
because of t
t osicnr etdaixt-bw?e%d)gaensd W(2 %)t hear didfe@euwt n

we d
1S

also to

for Investments Financed

analysis
but

indicates, corporation
are more f aTvadbrleed i n th
indxcnaeatrktat the ov
andareegun ptmelnar, g ea,l tehsomegchi a lh
on debt Thus the
of fsets the penalty
af amgx bprerefiavensdaeas 1

Table 3. Effective Tax Rates on Investments Financed with Equity and Debt

(in percentages)

Corporate

Asset Type Firm

Corporate
Firm CBO
Assumption

s

Corporate
Total CBO Noncorporat
Assumptions e

Noncorporat
e CBO
Assumptions

Corporate
Total

111
11.3

Equipment
Public Utility
Structures

Other
Nonresidential
Structures

19.2

Residential 15.2

Structures

Intangibles

128
132

208

171

14.8
15.0

19.9
20.2

9.7
9.9

19.3
19.6

22.6 27.2 16.5 26.5

18.7 23.7 131 23.0
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Corporate
Firm CBO Corporate Noncorporat
Corporate Assumption Corporate Total CBO Noncorporat e CBO
Asset Type Firm S Total Assumptions e Assumptions
R&D Intangibles -116.0 -107.9 -106.9 -91.3 -105.8 -91.2
Advertising -16.7 -14.9 -11.9 51 -114 47
Intangibles
Other Intangibles -16.7 -14.9 -11.9 -51 -1141 47
Total 57 7.8 9.6 151 11.8 21.8

Source: CRS calculations.

Notes: Thediscountrate is the weighted average of the equity and debt returns discusstahile 1 and

Table 2 and the after tax returns are also the weighted averaigee basic estimaseassume 36% of investment
is financed by debt; the CBO assumptions are 32% for the corporate sector and 29% favritberporate

sector.

Treatment of Retained Earmnings and Dividends

On e nsequence of the classicitmedhoadt of amxiimge
ain earnings becamns ct cagpt.d dllhdiigf fieafrsfeermctrtldyi di v
s heAf tcaarr rmanntl yyears of Il ower rates on capi
idends ard a@aapitthezHowamaBlacwedahkhl e treat ment
Itiddibsecattise capital gains taxestaaxre not
optaid @assgdisnpasseHspopnmatedeatnpgest vwdmrmt about
XAd. a 15% tax rate, overall, capital gains Wwou

half 1 s t axed aTth e0 % fafnedc th ailsf fiusr tthaexre dd ia

e

ecause
rge fractsionoectk t-braomprdmbyghAsn dd stcans s .ed

eviously, foreign shareholders account for abo
thholding tax rate of around 6% on dividends,
entually be taxiend t(lhaadcaecurtdinghsohddwhwerdyghdpnce
at 20% or more of thes-exdmpi diModes i apsopadiach ttl g,

ohuatl f ooporate sto-ekempt owhetdhsebryger siasx no di fferen
t wxeedbhtusa the aggregate overall tax rates are 1
nsiders all shareholders.

cC o o< ~H o ooB oz =

Ef fects on Realization of Gains

A final distortion that results from the c¢classic
gainsusbeccapital gains are not taxed until the s
over time and in the aggregate,.l fohropuolrda trieofnlse cwe rt
t axepdasabhstr syghhis gadds wouldAbeoubsegffects on payo
this effect i1is 1imited becatuasxe eexwtdmnipstk a t heof t he
domestic or foreign, and there is no withholding

42 See discussion iBRS Report R4424Z he Effect of BasBroadening Measures on Labor Supply and Investment:
Considerations for Tax Reforrhy Jane G. Gravelle and Donald J. Marp@BO has a similar assumptio@eeCBO,
Taxing Capital Income: Effective Marginal Tax Rates Under 2014 Law and Selected Policy Op¢ioasber 2014,
at https://www.cbo.gowsitesflefaultfiles/113thcongress20132014feportsA9817Taxing_Capital_Income_0.pdf
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The magnitude of this efsfeoadfaldependnFThbaonehdher ¢ aap
has been considerable variation in estimates of
effects may bbeec agumsoet £ halmfi tefl gains are realized
taxes agnd Stsrtasdi n

Shareholder capital gains on corpora,t eamd otchkusi s
an integration plan that eliminated or reduced t
distortion from taxsdif ¢ gains on a realization ba

Summap Di f ferential Effective Tax Rates

The analysitshtaabxo vdei fsfheorvesnces beowpenat avesdmehe

noncorspeocrtastjes 8 1 t hough they are not as large as t
preferences anldepdrdimg of tabsedassumptions, t he
be quitTlhe iemfifleacrt.i ve tax rates s hotwpwisdeorf daisfsfeetrs
than across sectors in some cases and large diff
effects on payout ratios are likely to be smal!]l
and capital gains -cagnmdp tt hien viensptooestdamwTeh aorfe otmaprkm it 4 th u
distort the realization of capital gains on corp
uncertain

Met hods of Addressing Corpora

A number of approatheswitoe iméeedgeciang omheordistort:i
corporate tBhkesaacapmpmasabdiasi vibde d ¢ dfjupl el s :

integt Pprairdan al ,whitcehg raad d roens s;@asn(ddpjrloy odiaviisd eerhdast a l ¢
addresd memae toffchenyt atesotdi ffer in other features

provided at the fir m,tlheeveldmirnitsher asth-aviee mghtad el re nlge
and foreign sharehol ders ayraen dtpriochaetnetdi,a 1h orwe vperneufee r
c hal | Enrgeevse.n u ea denfifneicsttsr,at i ve aamddfdompebneyce fifects
be discussed subsequently.

Note that 1in the analysis of revenue and of effi
of UaB8ehshders of foreign firms 1is not changed,

payment of dividends taxed at ordinary rates, e X
st hok ddr . SUndemr msome circumstamxcasua,tesualr eas t ho
increased at the shareholder level in return for
could be seen as appropriate. In cases where tax
be desirable to elfiomien agtne stthoecnk otno sshiamrpelsi fy t ax

43 For a review of the evidence, 8RS Report R41364apital GainsTax Options: Behavioral Responses and
Revenuedhy Jane G. Gravelle

44 According to the Internal Revenue Service (IRS) data for 2007, the latest year that was not affected by the recession,

gains on the sale of corporate stock were 25% of total gaids;apital gains distributions were 9%. The latest data,

for 2012, show corporate stock again 25% of total gains and capital gains distributions at 3%. See Janette Wilson and
Pearson Liddell, “Sales of Capital?200/20eclt2s "Dadtnad eRenpdr tRed eaam
Service Statistics of Income Bulletidanuary 2016, dittps://www.irs.govpubirs-soi/sora-incaid1604.pdf
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Full Integration

Full integration would eliminate one of the leve
retained earnings. Some approaches include taxin
t axingt omle c or paonrda tseo adee milenicnl afut ditew 1t h

Taxing At the ShaRaehtoddreshiipvEdxation

Classic Partnership Taxation

The most comparable treatment to partnership tax
sharehml d dkreswaapmarst ner s hip wonedtdmepnobably not be
precisely allocate incaomansbhadakbsye fsotreec kst heeh apmr gaec |
e ttax aamlcloontea tteo s harehol deendesfarecpaddat

£
o
c
o —o0 -
o,
o

Shareholder ® owo t(hubnnlpasys tdixvi dends, wemeé @axewaoauhd
be bothe actual dividend pShiadr cadmodludiedry i aecreanngs
the basis of their s¢cociltwdd thg “Uisumtsb avio uid mc ocbnee
passed through to s har,e haolltdheorusg ht oc uorrfrdesretrt i loatt wh @aro ni
on passive loss deducti.ons that would presumably
In addxt porefetrkacpepass swatdol tdbhhraorueghhol d e swouladnd s har e
receive their msohdatwexx eanfp tc schdhirteshol demr s , no tax WwWo.l
leyethus, a significaNotn prreovfeintuse woouslsd wboeu 1sdu bojceccutr
busiinrkecssme S0famrnyt cdr porate earkhoirnegiegnf fahneed by
shareholdeusdewomutlle standard treatment of partne
United Statefsi,l cbea rteguaoinrdeitdu atmoy iamald meH dlmaitgn
parents of W.lWouldalbe itdo ap abgesciapuaspenres htiapxs doing
busiinrestshe Unitked Sthjtest woaldax (because their
connebD¢pednding on the dividelnsd cpooullidc yh aovfe tthaex fliir:
excess of 1ncome received, b e c a uFsoer reextaamipnl eed eiafr n
fismtaxable income were $100, but only $20 was p
bracket wooun dt hoewfe$ ¢$8300nainn gasmount in excEBEfsthé his
full partnership rules applied, corporations wou
deduction and i ndiinvcilduudael st hwoosuel di theanvse itno t heir t a

ModefPiart nprBahxati on

The 1992 Treasury stualypamwthndmres hiop g esctoenme ndléa angr
could overcome mamgaeadmpnonl scttyabbyekdas onse partner
appr.dhel prototype wouldllaywoafd tsloanec d md It dhoiutgihe s ¢

1

a

e

by simply reporting an aggregateThmpunhe Loexpeye
woul d havoen btyor proempeotmshe an a ggroeeng attlee abmaato hrt ef ti ul ren

a business 1income schedule

The Treasualys praoddrtespsees the possibility of owin
distributed by requiring the corporation to with
credit tolmhahehoplkdod ous etxaaxmpwges,S5 $%3fd ft hfed dcOdr p o r a
$20 dividende wehswephloddrave $100 of 1income, a $3

45 The basis in the stock is the amount deducted when the stock is sold, and thus reduces future capital gains. The
increase in the basis of the shares of stock is necessary to prevent the retained earnings from being taxed a second time
as a capital gain.
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and a $ 35T htea xb fcsrsetdoictk.s (t he amount deducted f

r om

capitalougai bebyntheasndome allocated dtilneus t he ¢
dvi dbadatuhsee value of the stock wouwhi bl iexx ptelcd e d

after taxtadmreidngdgsy the corporations.

The Treasury protomyme cdlundaeaxhd dpetttohhtamrxeheldder s a
refundable only by treatyThgse¢ment meatf woaidgnssi
reduce (but not eliminate) t hlet rwovuelndu eb alsoiscsa lalsys o
establishr al shal ethod den taxable i1indiewiedmpal s and
investors, while applying littlEBEheomre nwo dl & . s ttialxl
a revebemeatewsstaxable shareholderse woad dwopulyd 1 e s
foreign sihfaraelhloolwdeedr sr e fundable credits by treaty.
In their prototyipree f et rheenlcharspatsayrebyde a lhlr owmegch t o s hat
although some pygd &g omwofuhlpdr ebfee rBemanccoeengp | n¥ jeo t h
preferences for domest i(ce.ignc,0 naec cienl ewbaatlefldo bdae porfe cd
automaticall ¥opths e sthharhoeubguohp Haelrl ocat i ons ®Hheed on
shareWwolHddrbenefit Bonoms nmevorgelaaiiitzge d when st ock
economic profits . .Exxclewesdi oomsx avbnl dee rb etchaem ¢ pornoattoitcyaplel vy
excladedeanidhe praolteoetuylpde i ncrease the basis 1in the
the excluwlidnneeswe @rtebdew dtsa xveodud dr baertt h Wwoawed not
increase the basis of the stock, so. that the cre
How thiwoskhdmwaehk be best explained by an exampl
inmeo is $100, but profits before tax inc<lude an
exempt interest) and an additional $20 of profit
depiatcton anggTehepmsm also has a $10 credit (for
credot ] bpfofficttshexefore, are $130. The withholdi
of ctedf2686§. The average effective corpprate with
slightlyl fov$e20 1i9s%.di stributed, the value of the
payments and dividendf toand §&dEdf $d1i3y0i dnkinnduesr $t2hSe
prototype the shareholder awdubhdcredeéetvefat®3sdsll pa
$30. The shareholder w82Ddihe dbFodftdonwdgba®d5crunde
The s hatbeahsoilsdewosul d increase obyft§ds:c Soppofaotre ttha:s
reduced to S$H4iSng fttlpa bhitbitda@ardased by the $10 of
$5Fhus, fshevasltuoeckincreases by $85 and the basis
were to sell the st 330 het Bawmc ofi ttadle gtaeifre rwaeul d nhb
credit

Al though it would be tdbed Hif ¢ sftoorc kdnev fperwadcatllidc(e t o a d
require measurement of an alternative economic 1
increasifotrhedolbchs the crbdattgapgaxthel gxed ushondefe
incomBipynd het ybasis adjustment could be made, S 0
along with def gworueldd ebaeh etnianxgesd i( f§ 4t00he stock is sol
I't would be pogsmbltdatto dbdesi gmta adyow the flow t
credit preferences

46 There may be an issue of whether the withholding tax can be imposed on foreign shareholders without allowing

of fsets because of U. S. tax treaties. Bret Wells in “Inter

forthcoming in theFlorida TaxReview Fall, 2016, argues that these withholding taxes are a new and dissimilar tax
which would not conflict with treaty agreements to exempt dividends or reduce the tax to a lower rate. The paper can
be found ahttp://papers.ssrn.cosul3papers.cfm&bstract_id2766618
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Taxing at the SMarkhobdMarkevtvel:

Anot her approach to integration is to repeal the
gains at or da mlhrey vraaltuees ,0 famsd omk to market, t hat
stock regardless of whether i1t was sTohlids and i1incr
approach would automatically elimpanky petlfectenc
economi fThgrsofrietgs . me would appphy rger@ispartbd i x ltyr &a d e@dl e
firms wowplad hrr edtaregeihavteme nt , which would be a much s
extended to pUdhliscpcoppearsdudess nat the Treasury s
been made by ,s dme lancda chegmifddssree hr éMc e Mtoldyg,e .t hese i d
been advEarnicce dToddyer %MDadd Ad amcWnawdedges that one i
proposal is thatlIprbievnaetfei tf ifrrorosm woauxl dp rsetfier ence s .
anal ysis, however, private firms tend not to ben
onbecauvhseey may be more similar in asset distribu
In the exagmphe shaveholder would receive a divic
would rise by $110 ($130 minus $B6O6)h dThusdehd ah
apprediot afglo3n0 This tax would also applyg metforeig
of foreign taxes.

This system would eliminate preferences for publ
woudadpend on the market to deimi gshetien et hiantc oamse . Ma n
desirable, althougthhefso mereawhirdhesr d stugsh apill ov
mi ght stil]l be desirable. They coul d, however, b
refundabl es ycsrieodmiltds,. hTohwee ver , frema imhasatubaididirset fm:
traded.

Asidet faodni fferential ttwvatmaspmwmicoimapdibos er ences,
mar Epproach are the same as with thaeatxacxl assic par
exempt shareholders at any leveliaad. thet wmpbdihnt
be possible itsewmiessmedyt hhebding and nonrefundable
partnership approaehemPhe sbpt mbpob tenn tthhiest 0 a x
incdma unbrueslianteesds i ncome tax already apopflies for
nonppofiltfsshareholders are facerti wght hbeaaxpeabed
to increase payhewt sxxkeanppre dinavlelsyt sthfar e Abt denat hwwol
the option of selling shares.

A mo dtiifoific a8 hi sd iasppu sossecoch oditsstlsul er i andoGtakectapita
gains only on realizattbatbwbuldpodfdsan theebent
capganhst a waattihodd@Tahteh )aaut hors also caution that fi
to measuffearlimeamd on of 1 ncome Dbet weemnmnthe Unitec

See for exampl e, Jos e pdio-Msrket andRasthpough Cdfpbrat@hareholded Ma r k
Integrat i daxlLaReviewal 50, spring 199, pp. 265369. Dodge also references earlier proposals of
this nature including those of Victor Thuronyi and John McNulty.

48 Eric Toder and Alan D. Viardylajor Surgery Needed: A Call for Structural Reform of the U.S. Corporate Income
Tax Tax Policy Cergr Working paper, UrbaBrookings Tax Policy Center, April 4, 2014, at
http://www.taxpolicycenter.orgitesflefaultfiles/alfrescopublicationpdfs413090Major-SurgeryNeededA-Call-for-
StructuralReformof-the-US-CorporatelncomeTax.PDFE

49 Harry Grubert and Rosanne Altshyler “ Shi ft i ng t he BuGorperate tootife Patsonalllevelon fr om t
and Getting the Cor por arthcomimgNational Dax dournatSeptemtfer 2016r cent , ” f
https:/www.aei.orgivp-contentéiploads201604/GrubertAltshulerShifting-the- Burder06-01-16.pdf
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whidihs putes between authoritreposné¢ applilied bhen
charge regime to all capital gains and retains a

Taxing Corpor atCorlmaroantee alte wehle
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Chairman Orrin Hatch, the Senahe &Fiiwmiahemrd Cdeandnu ¢ tt
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50 See statement of Chairman Hatch at the May 16, 2016 hearingegnating the Corporate and Individual Tax
Systems: The Dividends Paid Deduction Considathttp://www.finance.senate.gdgaringshtegratingthe-
corporateandindividuattax-systemshe-dividendspaid-deductionconsidered

51U.S. Department of Treasuryitegration of The Individual and Corporate Tax Systeahisttps://www.treasury.gov/
resourcecenterfax-policy/DocumentdReportintegration1992.pdf This system was also the subject of a 1993 study

sponsored by the American Law Institute and authored by Alvin C. Warréntegmation of Individual and Corpate

Income TaxesBoth studies and an introduction are in Michael J Graetz and Alvin C. Warréntegjration of the

U.S. Corporate and Individual Income Taxes: The Treasury Document and American Law Institute(Repatsn,

VA: Tax Analysts, 1998 For more recent articles that discuss shareholder imputation creditareg&rubert and

Rosanne Altshuler “Shi fting the Burden of Taxation from the Corpora
Corporate Rate DrortheomingiNatidnal Tak dourngkSaptember201@thttps://www.aei.org/
wp-contentliploads201604/GrubertAltshulerShifting-the-Burden06-01-16.pdf and Michael J. Graetz and Alvin C.

Warren, “Integration of ‘CForthgomingNationaldax dourfalSeptembie@OllGlat r Ta xe s , ”
http://papers.ssrn.cosul3papers.cfma@bstract_id2780490

52The Australian system allows credits to shareholders up to the amount of income that has been taxed in Australia,
with the same effect as the proposal discussed by Treasury and the proposal analyzed in the revenfastealizmm
subsidiaries of foreign firms are excluded.
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withholding tax is to be a true withholding tax,
met hod woutleawitbteh cao ndsiivsiaddmintdh delddiict g otnax approach.
The possibility of current dividends exceeding t
Grubert and Altshuler estimatV®. Shamuhbonathahdlt
is from firms 1in this c¢ir cuwmsithacnocnee, swibtjhe chti gtho dU.
Unlike the modified partnership prototype, prefe
Thus foreign s oeirgr tiammxeosmet hwaitt hafeorof fset by the
considered nontaxed incocreeBintds thus disallowed d
Another issue is how these prxcevmpsti camsd ifrnotreeri agent W
shareholders. Assatmimegfuimdkalklre dtid st hase s harehol
where dividends excoaddi nonomeasehbhpmptiene fax ¢ ax
s har e hboelcdaturssewoul d i mpose a t a°I twhveoruel dn oanles oe xiinsctre
burdens irfe cdeebflnient e ntvy against the tax on dividen
taxable shA atraexh orledfewrnsdabl e only against the tax o
of he corpoagrattethd aixnamdicd uvad mpawme atsoem etrhiecemaxbur de n.
Some analyses also discuss a diimiwheimedhsr eciommvl eds t me
issue deemed dividends that weredioimdeadt edlimft
reinvested earnings (ntchree acdcece mehd ddTahsiiske odfs attiioear dstd «
would be beneficial for firms paying cash divide
t ax

Alt hough the preference provision limits shareho
l etalkkpr e Vlhsaivoensa st acking orfdierrs,t ipna itdh aotu td iovfi di ennc
subject to tax, which 1s tbhreeteafiincecd le abreciamgse pat e
subject to any level onfontraafbuldeddist si,s sausep dcsi dlelsy e
nonrefundability applies to foreign shareholders
As analysts have pointteadx oduitf, f etrheenrcee smabye tbwee esno nmteh
imputation credit appre@avdlt hdahmd dti me rfdadaswsi alwe 1t d odle d u
Edwarldinbard notes that book accounting would n
t ax, increasing earnings and profits, and allowi
without reducing prof s babeyh yAWevsion€ nt h¢ hteax up hypmn
noted that dividends would be reported net of <co
gross of tax inomitdhhadlddinndg®®dthadxuatpwpopoomlasd s

mi ght Dbe perlcye iwved dinf fiempeunttati on credit seen as
(and yploesasdiibng t o hoghzome paiddvbduals) and the d
reducing corporate tax | 1iabTlheistey diafnfdeersepnicpeosr a t e

53 Harry Grubert and Rosanne Altshyler “ Shi ft ing the Burden of Taxation
and Getting the Cor po rRotthecomRgNationallTaxwaurnglSeptember W36t c e n t ,
https://www.aei.orgip-contentéiploads201604/GrubertAltshulerShifting-the-Burden06-01-16. pdf

54 Some approachagould make all credits refundable but impose a tax on investment incomeeofaampt investors.
In some versions not only dividends but capital gains would be taxed at ordinary levels. See fhed@gth Law
Institutearticleauthored by Alvin C. Waen, Jr, “Integration of Individual and Corporate Income Tax&s Miahakl

from th

113

J. Graetz and Alvin C. Warren, “1I forthcgmingNational TaxJourr@lor por at e a

September 201&thttp://papers.ssrn.cosul3papers.cfm&bstract_id2780490

®Edward D. Kleinbard, “The Tr ojTaxNotésAugustel5, 806, gho98¥P8o r at ¢ Ta x I

56 See the 1998merican Law Institutarticleauthored by Alvin C. Warren, JfIntegration of Individual and

Corporate Income Taxes” i n Michael J Gr a elntegratiomofithe AJISvCorporatandWa r r en, Jr

Individual Income Taxes: The Treasury Document and American Law Institute Raiogton, VA: Tax Analysts,
1998), p. 643.
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The -fevempprackach would all ew dsirhvaimdeehnodlsdoctues be e x ¢
and thus only the corporate tax would apply. As
be dealt wiotnht xbcyl uadleldo wdiinvgi dfd md so mte o e@énh pwolicaaxthe n t

was paid.

This appr oatchhe wawo opnreo poofs al s recommended for con
study (the other a Comprehensive Business [ncome
a proposal wWassAAldmaidnei sbtyr atthieodm pitre d2 G h3 teahred Senat e,
Hosue bill adopted the present regime of reducing
15%, and the Hou(slJeo bvse rasnido nGrporwetvha iTlaexd Rel i ef Rec o
P.L.2N.08

Approaches Al sibebAlddr essing

Some integration proposals have also encompassed
proposal that taxed only &adiev ifdierdmnd ¢ltreiovgermlls,aatlt he CBI
would i mpose wiitthh olinktideirgest ta xes well as on divide

Comprehensive Business Income Tax

The 1992 CRBRlohtpmapas alhe present corporate tax, (
eliminated di tnaktehnel agasdotdtdeteoest |l evel. The propo
references by imposing a compensatory tax 1f 1in
axed 1income. tSlke etradcaatppetnatd nsgfafiamrs at t he shareh.

xwsli on, a prnaddertnnhgatbtprat PRI Beeamedundti seagnd baltli @
bsorb all taxable incomewdqmwd tal lcodnprecmssagod.y t ax

is plan in general wouldvelmptoas, tmwemé¢ o hn gthbe
d equity.
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n
he CBIT propnopen¢ ocbpudsciangleesdswe b1 , so that the only
f taxable interest,fowdeealfrgmvbhommemodordgbgesand
ncome

Including InterRediefnPPobpbdand

Interestrenpntdhdbessambti wddorndeadptriopmsal s, by
imposing a withholding tax on interest .as well a
News reports indicateded aitn tthhhes Sfeemattuer eF immayn chee @
integratiP€Compreapasaohry tafkasecontdahd dseddends
t axabl eThiinsc otntree.at ment would increase tihmeg tax bur
interest deduamtaiden st &fe dorg &k pl aayregeenl gy t¢ d Xt or s .

S"Andr e w Vhaichintegration Ptan May Have 35 Percent Interest WithhaldiFax Notes TodayApril 13,
2016.
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NotA ouwe c haniDesbtofProposals

Asnoted above, iitn wporualcdt ibcee dtiof ftirceualtt i nt er est i n
corporate iainc oemeo rbmocwaduestetmoiusn t f iolft ered t hrough 11
and in turn tohade iamamiex ca fe dteatmxpatesd Teh earn¥dr etaasxu r y
examhwedt o deal with t haedCeBIiTs spueosp oisaanlll ¥t Shelat t a tsthagxaer
corperdevetdnterese]l ¥fdom, and disallowed interes
anndo n c o rbpuosriantledaps o paoddheddd s mancial intermediaries s U
excilmgl interest income from otlkert dBIdhliactd ntointsi e s
wapy,ll interest from the banks could be excluded.
profits given other types of lending, a situatio
corporations¢bolithlee Ie eshrslusmiyptiwes for interest to
continufaolr ltoasxs epsur pos es .

Revenue Concerns

Revenue impacts are an importanthicomsicddromti on i

examwhes$ her proposals aruen deirk ewhya tt ol ol troesuetmhraetvnecneuse
thessevenue estimates Thee risspprdgex semantiinoensgener al ma
whiwihll be informative of tilferfeoeeanubi hewyrafivyr
godhe first step is to estimate current Tevenue s
propcSshdsesquent sections present estimates of the
integrat,hod opttonThe ofivd thina ml edg it jhoen ss haarree hol der
allocation with and without (r2e)fi @ ntdhmbk ke tcor porate
propos(at)axandon only at the corporate(lgvel. The
dividend de duowtiitchmosu twir 2l wannd @ b d | © € Bal)dudsii toinosn,a la n d
reveneudenctions for dividend proposals 1if capital

Current Tax Rates

It 1is necessary to estimate the aaregiangal tefxf ercattie
t ax rTatdbeeicna utsiemeoifge ct s .

The two steparmem stulrii sn gprtdiee st sa x paieda sautr itnhge tchoer p «
additional tax Tpaabillfleobys sdhaore hddmhes sic investment
considering trwov candudee genfofficackthse, cor porate tax base

consitdkekecetlorei gn sour aatdhacdmme ofi &J. Snvdstrmsent o
subsidiaries of foreign fir ms

For the-leorpgort atdeormaetset i fco@ mtvled comwenlletdS .o+ forei gn
ownfdrms operating, itnhet hees tUnmatteed uSsteadt eiss) 27 %, ba
studies of e&Tfheec trievmea itnai xn gr actaetse.gory, f,pagsgn s our

58 SeeCRS Report R41743nternational Corprate Tax Rate Comparisons and Policy ImplicatjdnsJane G.

Gravelle As noted earlier, the average rates were 23%, 27%, and 30%, depending on the research study. This estimate
is consistent with estimates derived from the National Income and Prdctmints. Domestic corporate income (from

Table 1.10) was adjusted based on the reconciliation with IRS data in Table 7.16 to conform with the corporate tax
base. These data were used to reduce NIPA profits by earnings not in the corporate tax bagethiramnings of

the Federal Reserve, to reduce profits by state and local income taxes, and to increase them by capital gains. The
measure was also reduced based on the share of income attributed to Subchapter S corporations based on IRS data.
Revenuesvere based on IRS data and were reduced by auditing adjustments and the foreign tax credit. The rate varied
over time. For the most recent year available, 2013, it is 21.6%. Likely, this rate is relatively low because of lingering
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Effective tax rates for current law and for the
revenue afTabdschblwa cal cuprmnoponasl feamecheaxplsapiencetd v e
section.

Table 4. General Magnitude of Effective Tax Rates and Revenue Loss from
Integration Approaches

(in percentages)

Reduction in
Effective Total Corpora te Tax

Tax Regime Corporate Tax Rate (%) Revenues (%)
Current Law 25.7
Shareholder AllocatiorRefundable Credits 25 102
Shareholder Allocation, Nonrefundable Credits 22.6 14
Dividends and Mark to Market Gains at Ordinary Rat: 6.5 85
Mark to Market with 35% Tax on Exemf@hareholders 24.0 6
Corporate Level Tax Only 22.7 13

effects of the recessi@and measures undertaken to address it, primarily bonus depreciation. For 2007, the last year
before the recession and bonus depreciation, the rate was 30%.

59|ndividual shareholders pay (net of corporate level taxes) 16.8% on dividends and 17.6%atiothetained

earnings that are realized as capital gains, or (0.168*(4/7) + 0.176*0.5*(3072%2), on their share of income.

Foreign portfolio holders of stock in U.S. firms pay 0.0348(249) on their share. Foreign parents of the U.S.
subsidiarie pay 0.034*(40.27) on their share. This analysis does not compute a set of estimates using CBO individual
tax rates (18.4% for dividends, 21.3% for capital gains, and 32.3% for ordinary tax rates for shareholders) in part
because the differences are igigle. For example, the corporate total average effective tax would rise from 25.7% to
26.0%. For the shareholder allocation with refundable credits the tax rate, estimated below at 2.5%, would be 3.2%
using CBO tax rates. The revenue loss would be 1Git¥ecorporate tax revenues rather than 102%. Another reason
for using lower rates is that for discrete changes, even though income from corporate shares is marginal for many
shareholders, those with large holdings may have average tax rates that atedowearginal tax rates.
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Reduction in
Effective Total Corpora te Tax
Tax Regime Corporate Tax Rate (%) Revenues (%)
Dividend Deduction, Refundable Credits 5.8 88
Dividend Deduction, Nonrefundable Credits 23.6 10
Dividend Exclusion 24.0 8
Additional Reduction from Eliminating Capital Gains 1.8 7

Tax with DividendDeduction

Source: CRS as explained the text.
Full Integration Options
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60 Congressional Budget Offic&axing Capital Income: Effective Marginal Tax Rates Under 2014 Law and Selected
Policy Options December 2014, &ttps://www.cbo.gowsitestiefaultfiles/113thcongress20132014feportsA9817
Taxing_Capital_Income_0.pdf
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61 According to Federal Reserve data, domestic equities (excluding intercorporate debt) are 81#atboegpities

(i.e., exclude foreign equities owned by U.S. residents); and of those, 68.9% are publicly traded, 8% are Subchapter S
corporations, and the remainder are closely held C corporations. Thus the share of U.S. corporations (the data exclude
intercorporate holdings) is 4.0/(68.9 +4.0), or 5.9%. Assuming that this share is in the individual taxpayers segment, it
is 23.6% of the individual sector (5.0/25). Assuming typical preferences, the effective tax rate is 77% of the rate on an
accrual basisThe individual share is reduced by 0.28*0.236*.33 (foreign taxes are assumed not to be paid on this
income) income net of foreign taxes. See Richard E. Ogden, Damian R. Thomas, and Missaka Warusawitharana,
Corporate Equities by Issuer in the Financial Asus of the United States, Board of Governors of the Federal

Reserve, FEDS Note, March 29, 20h&ps://www.federalreserve.g@donresdatabtesfedsnotes2016£orporate
equitiesby-issuerin-the-financiataccountsof-the-united states20160329.htménd Federal Reserve Statistical

Release, Financial Accounts of the United Statels, Mune 9, 2016ttp://www.federalreserve.gappsFOF/Guide/

L223.pdf

62 Based on the discussion of debt, below, the total interest deduction accounts for around 20% andoih@adnfiati
is 26.7% (.02/.075) of that amount. Multiplying that result by the ratio of the tax rates (6.5/35) results in an additional
percentage point.

63 The increase would be calculated by multiplying 20% by 26.7% by (.24/.35).
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Partial Integration Options
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Summapf Revenue Findings

The esitdanadtiaed d ustrate the 1important effects of ttl
taxable individual investors. If the corporate r
would lose smoshofargocameu fhatatyhewevrwaewlid W d emc
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gamis marked to market to shareholders absent any
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for a total of 95%).
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The other proposals also resulttoamkete vpprmaipeo sl aols,s e
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Deductiodse dwirtoMebdtucing preferences.
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shareholder ¢ layawl ¢ ametd bdeamefcit from changes 1in c

preferences. It could have its rtevenue loss r1edu
on -¢ @a&xmpt hareholders. Not e, however,ertshat t he
would rise because the income base would be econ
the current effective tax rate) could be 1imposed
rate of 17.6% and a 1 eve ntuhee Hmasask koeft 3adp%.r oQitchhe rmio
be to exclude U. S. subsidi deic atsthseeyf afroer eniogtn pfuibrlms
traded, so they would continue to pay tax at the
The combinatg onheosfe efxicrlmsd ianl on g-e we mht i mposei ngr a
22% rate would lead to a 22.3% tax rate and a 13
An o tshoeurr ce of a potential revenue offset within
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reductions in withholding taxes 1in treaties are
foreign stocks, which would violate treaties and
sour ce.

The mawrak ket pawtplleder odnd Viard l so includes t a
and marking to market of shares of foreign stock

Congressional Research Service 29



Corporate Tax Integration and Tax Reform

Reserve estimates amadi Odoamés hatc lgad ¢ ieal gawhi ch
83.3% of the total considered in this analysis),
base. I f that amount is distributed’sitnoctkhe s ame

i
onttihhrd wodididmadhand xtt me x . If that treatment we
15.7% increase would®lead to revenue neutralitey.

ial source of gain 1is to retain a

A final potent
t hent @ xk onhonebte tihmep ossheadr e hol der 1 evel

portion of

Disallowing Deductions for Debt

When considering disallowing deductions for debt
invol ves taxing at the corporat d&ilcavhellr mss ome con
(such as banks, insurance compPpanamssijaathed hol ding
intermédrathesdi ffdaoempadradt ¢ ramdamtdhleeci ro boobrsreor wiendg
t interest positThas s hfwiorbnll dnaeedetonbbkbudadl ude
pe of s pelcaidadli nttanodha, tfmermtis.a Ima y o psewri at the tahse icrr e di t
stometmhshs earn interest as well as pay it

=
o< o

t hesd sraasdansxc,ulitt t o efsrtoimafaftkee ttihvee .rteavxe nruaet ee fdf
re are two sources of data on indamdest receip
Awato  NT BAa)Y t PEhd RSIPA data are separate for f
financiaTheae orpwa mudd sgaa ihmei twfitneogme s t ( ate daac3I 53 % n s

ir38%oef) corporate tax revenue.;eked udRS gdathea, t
tors of finance, insur anceo f acnodr phoorlddta an gt acxo nrpea
raentdu 2®s% for returns with net 1ncome. These 1
racterized by lower corporate tax revenues du
also by abnormally low indtartetke¢e rFatesyedt bs
heec onomi ¢ .s IThwd NWiPA dataofioadrposbhtamdr ¢ hed d RS

ata al9Maferofill returns and 16% for returns wi

0o 0" 50
- =0 X 30 0"

l 1l owance for debt 1 sr aeltoenvseil d etraexd aisn tchoemboinn
y requirement on the other side 1s to exe
t i otnhse. thaaxs erdatoens and 3% B@ad®F 0. PHede vwdeldd b
e

OO0+ = A+ c o0 8 ggm o

duc.tion in the gain

ol,dnaigvitdxal shareholders would receive a ¢

i
0
0
)
Idombined with a shareholder allocation or divid
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Al though there is a considerable range 1in these
of a cbepokrataex oshamahelfdaoadadblleocation or divid
withholding could likely more than close the r1ev

64 Eric Toder and Alan DViard, Major Surgery Needed: A Call for Structural Reform of the U.S. Corporate Income
Tax, Tax Policy Center Working paper, UrbBnookings Tax Policy Center, April, 4, 2014, at
http://www.taxpolicycenter.orgitesflefaultfiles/alfrescopublicationpdfs413090Major-SurgeryNeededA-Call-for-
StructuralReformof-the-US-CorporatelncomeTax.PDF. Federal Reserve data from the flow of funds on equities is at
http://www.federalreserve.gayppsFOF/Guidel 223.pdf

65NIPA Table 7:11 ahttp://www.bea.govTableindex_nipa.cfrand IRS Table 6 dfttps://www.irs.gowiacsortax-
statsreturnsof-active-corporationgable6.
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Anadditional t tneanrckonam k plpow®w® chhat i1income tax 1s be
income that 1s not aaesliflkadihsvedwiaclhd cbaen morseta tsee rai
for stock in companiesOfhaoupaed thetpmadvenane df
the fisrhmoudledveeddlncourage firmoeutt oofpatyhasdaidtadwinmgs d
s haoledher t a,x opra yamletnetrsn at i wvsed lye ctta xipmtyce rfsi rmmsy tsheal tf
in the presenssudfinaldayshshhowholders could al wa
stock to pay the tax.

proposal that isneecofmmpaniedeby dedatitowns wou
dditional complexity fomtfr mapuddimauimasbnsyt it uti ons
ntermediaries (suchwoasl db amrksorand hmutcwmatle gfounyd so)f
t-axempgtaxable).

Efici®eamdyOt her Economic ObjecH

Thteradibjeoeabfocorporate tatxo, ndsegestadttod is thHdi
Treampopryetduce the distortmoms obiptoweastteme mtr,p olratt we

66 This point was made kifarry Grubert and Rosanne Altshyler “ Shi ft ing the Burden of Taxatic
to the Personal Level and Getting the Corporate Rate Dowhn toH e r EogthcamingNational Tax Journal

September 201&thttps://www.aei.orglp-contentliploads201604/GrubertAltshulerShifting-the-Burdern06-01-

16.pdf
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Traditional Efficiency Issues

Allocating Capital to Investment Types

The patiinsctiopr t i on tlhbaete nh atsh et rtaadrigteito noafl cor porate i
di ffer e nxcet riena ttimheen ¢toao hh ® m « to espewartdotres . Favoring the

nonc orspeocrtaotre causes too muchoaasapispeaciwaotioc hbe al l oc
earns a lower pretax return.

Tabliel lustrates that this i1issue is more complex,

especially between t.appehlke 4 iogdibetfhihahaeg icbhloei caes s e t
acrosslfethershoice 1is to itmtvelsdi ng an basnoay socf
corpetatks either di rectillyhorpwve:$hmneaofellgh‘mbyl
negatively) taxed intangi bleavnlvdsngle—lmeh\aerlahohgem
taxes entirely, the differential 1is only a ma | 1

Tab3sechows thanhontorpothte sector that is disfaV01
whetnhe treatment of debtalisso tsankkegme Biddtr® f®@acanq@uirth.e s
cor porsamse n v @ rcphoorjacheast s i gni foebhnmi yatoetwgré¢agpeo

would not be efficietnbvloobwcause the rates would b

Consider first teherypptownltadbdfiat psodoncporate tax
converted to a partnership bamsd stph(sicmpglhe nmefnt ed by
prefenaudceefundtalddi e t or ¢ d iotnsCOw,a ypled proecoviedrossee.s t i ¢

inveswonelnd boevetraaxleldiatth 3r.a3t% s t h e -sseatnoer arsa ttehse fcoorr
intangihl ese,r ot bart niesgati ve, andheaocgrag@gd%hfr omt s 8¢
with rates on tmgiigngdlfer am vWGttim%tnites GB®>*. wei ghts a
assumptions, the effective tax rate 15 10. 4%, wi
ranging from 11.9% to 16%DRWid sf osrhibfuti | wa mlgd tarmidn g q

67U.S. Department of the Treasutgtegration of The Individual and Corporate Tax Systgmsi, at
https://www.treasyr.goviesourcecenterfax-policy/DocumentdReportintegration1992.pdf

68 This section calculates marginal rates on domestic investment by U.S. firmBadmeri, which is somewhat
different from average rates that include foreign investment of U.S. firms and U.S. investment of foreignTabis in
4; although the rates are similar.

69 Under the basic assumptionsTiable 1, the individual tax rate on ordinary income is 38% and the rate dgriore
shareholders is 3.4%, each accounting for 25% of shares (with zero for the remainder); the weighed statutory marginal
rate is 7.85%. That rate is then multiplied by the ratio of the corporate effective rate to the corporate statutory rate to
account fo preferences.
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the corporatel skeadt oh . sdSditgehd lawowdi ladh gat phpel ydi vi dend
deduction proposal with refundable withholding ¢
hi gher tsaaxletshtoduegchadu vi dend deducti,bhenbsosbstihb ¢
capital gains t3x Tiasrtkmet kehegroporahgwould simpl
statut oroyn teacxo nroamitcs tilmec osmear e hol der level, with a
basic assumptions and 1IBhi4s% chhangec ewduBlIOd acsrsenamtpet i
across asns¢he wot p bruat ewosud odt mrow favor corporate
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have beenlhdessei roapbtlieoons are not | ikely feasible 1:1
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Consider then itrhewtlohtahlerre vpernoupeoTshaelsspr o pos mbh 1 £€or
shareholder all ocatwiotnb norre fduinvdi adbelned cdreedduicttsi,o nrset a
tax as the only tax, owo udrddwictda xt great edsi vamdley ds leixg
because trmaciynttlhh@mgli vt i nTgh ec owepioghatteed tsatxat ut ory t a
s har e hlodcdactri can3gr 8pfoof @k the basic assumption and
assumptions. The ofvoerrs atl hitewe f fa es g te imyees ipteadxst Gr¥aet leys

and 14.7%, with the range for physeaidc a2l2 .a5% ettos fr
29. 5% in the second. Thus thies®eptopebalsffentdec
fixedcaesae¢trtsa system that favonmd d<hieghtohponmatrows
di fferencesThacmrasts avolwdglhdre wiltilghtieg dividend de
becatuhseer e is a small capital gain imposed on tax.
corporate tax alone woulkdevpexlloudmime lelwei teh rse smilltasr i n
resfidotdt hedend exclusion.

I fome of the pot etnhtea st kmamrokdpipfriocdadthidodnes rteov,e nue 1 os
including 1 mp-esxikmp tratntasxtelse osnh araexhol der level and
po folio whnivlees teoxrcsl,udi ng U. S. tshueb sscydsuthedmbsadf‘[ﬁor
uni form treatment acroynaracoswathempal assets and po

This anal ytshiast stuhgegrees tiss |1 i mi t edls szopes sf oxye mtadmr 0 Wi
because the present differentials are so small.

The DPEkgpuity Distortion

Another distortion considered as a focus of 1inte
finascehoanblaendabd et heses daidfdesiegueieficant, with
a combinoudnd aXkxh %iftchaexr e f f ect i ve stuabxsTihdayt et her debt
possibilities for an efficiency gain exist at th
interestceprati dwiitnh cao nf ul 1 or partial integration
closely on par AWwsto hwaewulud twotf i mlaencge t he tax rate
overal lTabh®lkss,nproposals that reduce the benefi
candidates for achieving eff‘Tfetantyopalnissand,
sectimansomaey i mportant i mpleir eacaottniceenrsnlsf.or t he s e

Pa-Qut Choices

Currentfaswsertraulneisng earnings tbhhaagddsec tcapittad neglaie
are opnabhihkden and i f assets are sold.
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The full integrmpoonngpgrompbgratdemamlkpor approvacxh

achieve mneutrality betweed hriest @isnead ueearewiemg swi a rthd
nonwnedfabl e crtehldtses beciamisent s have negligible di:
adi vidend deduwRtliPent whbhhhdgbd achieved for fir ms
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are reinvested arlef tdaexseidr eadt dtihvei dseanmles reaxtcee.e de d t
for relief becdhawmsd etdhea tfsitrhm xhdd d acdox 1t i bgy woul d dej
rates imposed on dividendwhendecabothlwgaldsbatt
ordinary rates, dividends taxed at orditnary rate
cur r e nTth er aftiersst t wo would 1increaseeatrhnei negusrt et d
first case by raising ca¢esthntigeagadd¢e¢ ahand in t
differentiating the rates.

A dividend exclusion as long as it did not exhau
favopayyoguts over retaining earnings.

Realization of Gains

The incentive not to realize gains, which applie
most cases. whhwllhkdrghimgnat eonhhe rfeoarl iczoartpioornast edi st
stokbksause taxation largely occurs regardless of

in stocks because theirs,prbiucte st haerye waofufledc tbeed ebxyp eo
maller and ™M™Matr kouto onaeketti would eliminate the 1
orporate stock because taxation would no longer
orporate Ipeevremlhed¢lt ia mioomtolue dc api tal gains tax entir
eduction proposal would reduce the distortion b

ccoiumtwhdsxihred dividends are less than those th
e smalrleedducing but not.Aediwmidandngxchesidostwoul d
ealizations with DRIP accounts in the same way
ntegration approaches would either eliminate or
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I mtr national I ssues

In the international context, gtowth,jmpdditandndcy
optimalntg closed economy where tax changes are
rates of return,o gaoowutrth. ilsn naont cemxemr cdcadnamy, c¢cap
the United States with a lower rate and domestic
growth is deceiving because the return to capita
multinatnoeonadfSd tamedhrkarre of wellbeing, mnational 1in
already belonged to those firms. Similarly, 1if f
St at eisn,c otmee tboe Itohnegns, and not tottale mdtvetmed tHt &t e s
United States can change the returns to labor an
rates of returmn) b,y bbuetc osmhi onugl dnohr ac v @vbaur nadlealgnlti gi b1 e
national 1ncome

Efficiency itsoennmamalini yingkewnl fare by allocating
pr oduucsteiswdhhi ch in the absence of spillover effect
s ama et mtxe oafn dr ebteursnubj ect .Itmo a heel osyaenakf feticacxin exrmactye s
and optimality are the s ame. Inmizesopaownwrd dwndmy,
income, while a different set of policies 1s nee
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70 Government Accountability Office (GAOY.S. Multinational Corporations: Effective Tax Rates are Correlated
With Where Income is ReportédAO-08-950, August 2008, dtttp://www.gao.goyproductsGAO-08-950, compares
the share of profits with the share of plant and equipment in tax havens ahdvesncountries. For a more general
discussion of tax havens, SERS Report R40623ax Havens: International Tax Avoidance and EvasignJane G.
Gravelle
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"t Jost H. Heckemeyer and Michael Overesdh, [ ¢t i nat i onal s’ Profit Response to Tax I
Shifting ChannelsCenter for European Economic Reseafiscussion Paper no. IBl5, 2013, available at:
http://ftp.zew.dgdublzew-docstip/dp13045.pdf

See a teview of the evidence and an a lPyofit Shifting: Garrdtsaone G. Gr a v
S t i cTx NotesJuly 4, 2016, pp. 12134. For an overview of tax avoidance by multinational firms CGieg
Report R40623Tax Havens: International Tax Avoidance and Evasignlane G. Gravelle
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73|RS,REG-10806015, Treatment of Certain Interests in Corporations as Stock or Indebteéedsss Register
vol. 81,no. 68, April 8. 2016, pp. 209120943 at https://www.federalregister.gauticles201604/08/201607425/
treatmeniof-certaininterestsin-corporationsasstockor-indebtedness

74 SeeCRS Report R4356& orporate Expatriation, Inversions, and Mergers: Tax IssbgsDonald J. Marples and
Jane G. Gravelltor further information.
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